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May 20, 1996
Accompanying this letter is an exposure draft, approved by the Auditing Standards Board
(ASB), of a proposed Statement on Auditing Standards (SAS) titled Amendment to SAS No.
31, Evidential Matter. The ASB is proposing this amendment to SAS No. 31 to incorporate
the concept of evidential matter in electronic form. The proposed amendment also provides
guidance regarding the potential audit impacts of evidential matter in electronic form and
describes matters an auditor should consider in such circumstances. A summary of the
significant provisions of the proposed Statement accompanies this letter.
Comments or suggestions on any aspect of this exposure draft will be appreciated.
To facilitate the ASB's consideration of responses, comments should refer to specific
paragraphs and include supporting reasons for each suggestion or comment.
In developing guidance, the ASB considers the relationship between the cost imposed and
the benefits reasonably expected to be derived from audits. It also considers the differences
the auditor may encounter in the audit of financial statements of small businesses and,
when appropriate, makes special provisions to meet those needs. Thus, the ASB would
particularly appreciate comments on those matters.
Written comments on the exposure draft will become part of the public record of the
AICPA Audit and Attest Standards Division and will be available for public inspection at
the offices of the AICPA after August 19, 1996, for one year. Responses should be sent
to A. Louise Williamson, Technical Manager, Audit and Attest Standards, File 2519,
AICPA, 1211 Avenue of the Americas, New York, NY 1 0 0 3 6 - 8 7 7 5 in time to be received
by July 19, 1996. Responses also may be sent by electronic mail over the Internet to
AWILLIAMSON@AICPA.ORG.
Sincerely,

Edmund R. Noonan
Chair
Auditing Standards Board

Dan M. Guy
Vice President
Professional Standards and Services

Thomas Ray
Director
Audit and Attest Standards
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SUMMARY

Why Issued
The A u d i t i n g Standards Board is proposing an a m e n d m e n t t o S t a t e m e n t on A u d i t i n g Standards
(SAS) No. 3 1 , Evidential
Matter (AICPA, Professional
Standards,
v o l . 1 , A U sec. 3 2 6 ) , t o
incorporate t h e c o n c e p t of evidential matter in electronic f o r m . The proposed a m e n d m e n t also
provides guidance regarding the potential audit impacts of evidential matter in electronic f o r m and
describes matters an auditor should consider in such c i r c u m s t a n c e s .
What It Does
This proposed Statement w o u l d provide guidance for a practitioner w h o has been engaged t o audit
an e n t i t y ' s financial s t a t e m e n t s w h e r e significant information is t r a n s m i t t e d , processed,
m a i n t a i n e d , or accessed electronically. The proposed S t a t e m e n t w o u l d include examples of
evidential matter in electronic f o r m and provide t h a t an auditor should consider t h e t i m e during
w h i c h such evidential matter exists or is available in determining the nature, t i m i n g , and e x t e n t of
s u b s t a n t i v e t e s t s . In addition, the proposed S t a t e m e n t w o u l d indicate t h a t an auditor may
determine t h a t , in certain engagement environments where evidential matter is in electronic f o r m ,
it w o u l d not be practical or possible t o reduce detection risk t o an acceptable level by performing
only s u b s t a n t i v e t e s t s . The proposed Statement w o u l d provide t h a t in such c i r c u m s t a n c e s , an
auditor should consider performing tests of controls t o support an assessed level of c o n t r o l risk
b e l o w the m a x i m u m for a f f e c t e d assertions.
How It Affects

Existing

Standards

This proposed S t a t e m e n t w o u l d amend SAS No. 3 1 .

PROPOSED A M E N D M E N T TO STATEMENT ON AUDITING S T A N D A R D S NO. 3 1 ,
EVIDENTIAL
MATTER
(New language
1.

is shown

in boldface,

and deleted

language

is shown

by

strike-through.)

The third standard of f i e l d w o r k is:
Sufficient c o m p e t e n t evidential matter is to be obtained t h r o u g h i n s p e c t i o n ,
observation, inquiries, and confirmations t o afford a reasonable basis for an opinion
regarding t h e financial s t a t e m e n t s under audit.

2.
M o s t of t h e independent auditor's w o r k in forming his or her opinion on financial s t a t e m e n t s
consists of obtaining and evaluating evidential matter 1 concerning t h e assertions in such financial
s t a t e m e n t s . The measure of t h e validity of such evidence for audit purposes lies in t h e j u d g m e n t
of the auditor; in this respect, audit evidence differs f r o m legal evidence, w h i c h is circumscribed
by rigid rules. Evidential matter varies substantially in its influence on t h e auditor as he or she
develops his an opinion w i t h respect t o financial s t a t e m e n t s under audit. The pertinence of t h e
evidence, its objectivity, its timeliness, and t h e existence of other evidential matter corroborating
the conclusions t o w h i c h it leads all bear on its c o m p e t e n c e .

NATURE OF ASSERTIONS
3.
A s s e r t i o n s are representations by m a n a g e m e n t t h a t are embodied in financial s t a t e m e n t
c o m p o n e n t s . They can be either explicit or implicit and can be classified according to the following
broad categories:
•

Existence or occurrence

•

Completeness

•

Rights and obligations

•

V a l u a t i o n or allocation

•

Presentation and disclosure

4.
Assertions about existence or occurrence deal w i t h address w h e t h e r assets or liabilities of the
entity exist at a given date and whether recorded transactions have occurred during a given period.
For example, management asserts that finished goods inventories in t h e balance sheet are available
for sale. Similarly, management asserts that sales in the income statement represent t h e exchange
of goods or services w i t h c u s t o m e r s for cash or other consideration.
5.
Assertions about completeness deal w i t h address whether all transactions and a c c o u n t s t h a t
should be presented in t h e financial statements are so included. For example, management asserts
t h a t all purchases of goods and services are recorded and are included in t h e financial statements.
Similarly, management asserts t h a t notes payable in the balance sheet include all such obligations
of the e n t i t y .

1

See section 3 1 9 A , Consideration of the Internal Control Structure
. 4 6 - . 6 0 , for further guidance on evidential matter.
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in a Financial Statement

Audit,

paragraphs

6. Assertions about rights and obligations deal with whether assets are the rights of the entity,
and liabilities are the obligations of the entity at a given date. For example, management asserts
that amounts capitalized for leases in the balance sheet represent the cost of the entity's rights
to leased property and that the corresponding lease liability represents an obligation of the entity.
7. Assertions about valuation or allocation deal with address whether asset, liability, revenue,
and expense components have been included in the financial statements at appropriate amounts.
For example, management asserts that property is recorded at historical cost and that such cost
is systematically allocated to appropriate accounting periods. Similarly, management asserts that
trade accounts receivable included in the balance sheet are stated at net realizable value.
8. Assertions about presentation and disclosure deal with address whether particular components
of the financial statements are properly classified, described, and disclosed. For example,
management asserts that obligations classified as long-term liabilities in the balance sheet will not
mature within one year. Similarly, management asserts that amounts presented as extraordinary
items in the income statement are properly classified and described.

USE OF ASSERTIONS B
I M DEVELOPING AUDIT OBJECTIVES
AND DESIGNING SUBSTANTIVE TESTS
9. In obtaining evidential matter in support of financial statement assertions, the auditor develops
specific audit objectives in the light of those assertions. In developing the audit objectives of a
particular engagement, the auditor should consider the specific circumstances of the entity,
including the nature of its economic activity and the accounting practices unique to its industry.
For example, one audit objective related to the assertion about completeness that an auditor might
develop for inventory balances is that inventory quantities include all products, materials, and
supplies on hand.
10. There is not necessarily a one-to-one relationship between audit objectives and procedures.
Some auditing procedures may relate to more than one objective. On the other hand, a
combination of auditing procedures may be needed to achieve a single objective. Paragraph 54 27
provides illustrative audit objectives for inventories of a manufacturing company for each of the
broad categories of assertions listed in paragraph 3 and examples of substantive tests that may
achieve those audit objectives.
1 1 . In selecting particular substantive tests to achieve the audit objectives he or she has
developed, an auditor considers, among other things, the risk of material misstatement of the
financial statements, including the assessed levels of control risk, and the expected effectiveness
and efficiency of such tests. His These considerations include the nature and materiality of the
items being tested, the kinds and competence of available evidential matter, and the nature of the
audit objective to be achieved. For example, in designing substantive tests to achieve an objective
related to the assertion of existence or occurrence, the auditor selects from items contained in a
financial statement amount and searches for relevant evidential matter. On the other hand, in
designing procedures to achieve an objective related to the assertion of completeness, the auditor
selects from evidential matter indicating that an item should be included in the relevant financial
statement amount and investigates whether that item is so included.
12. The auditor's specific audit objectives do not change whether accounting data is are
processed manually or by computer electronically. However, the methods of applying audit
procedures to gather evidence may be influenced by the method of data processing. The auditor

8

e m may use either manual audit procedures, computer-assisted audit techniques, or a combination
of both to obtain sufficient, competent evidential matter. However, in some accounting systems
that U3e a computer for processing significant accounting applications, Because of the growth in
the use of computers and other information technology, many entities process significant
accounting applications electronically. Accordingly, it may be difficult or impossible for the auditor
to obtain certain data for inspection, inquiry, or confirmation without computer assistance using
information technology to access that data.
13. The nature, timing, and extent of the procedures to be applied on a particular engagement are
a matter of professional judgment to be determined by the auditor, based on the specific
circumstances. However, the procedures adopted should be adequate to achieve the audit
auditor's specific objectives developed by the auditor, and reduce detection risk to a level
acceptable to the auditor. tThe evidential matter obtained should be sufficient for the auditor to
form conclusions concerning the validity of the individual assertions embodied in the components
of financial statements. The evidential matter provided by the combination of the auditor's
assessment of inherent risk and control risk and substantive tests should provide a reasonable
basis for his or her opinion (see AU sec. 3 1 9 A . 6 1 - . 6 4 ) .
14. In certain engagement environments where significant information is transmitted, processed,
maintained, or accessed electronically, the auditor may determine that it is not practical or possible
to reduce detection risk to an acceptable level by performing only substantive tests for one or more
financial statement assertions. For example, the potential for improper initiation or alteration of
information to occur and not be detected may be greater if information is produced, maintained,
or accessed only in electronic form. In such circumstances, the auditor should consider performing
tests of controls to support an assessed level of control risk below the maximum for certain
assertions, such as completeness or occurrence.

NATURE OF EVIDENTIAL MATTER
14. 15. Evidential matter supporting the financial statements consists of the underlying
accounting data and all corroborating information available to the auditor.
15. 16. The books of original entry, the general and subsidiary ledgers, related accounting
manuals, and such informal and memorandum records such as work sheets and spreadsheets
supporting cost allocations, computations, and reconciliations all constitute evidence in support
of the financial statements. These accounting data are often in electronic form. By itself,
accounting data cannot be considered sufficient support for financial statements; on the other
hand, without adequate attention to the propriety and accuracy of the underlying accounting data,
an opinion on financial statements would not be warranted.
16. 17. Corroborating evidential matter includes documentary material both written and electronic
information such as checks; records of electronic fund transfers; invoices; contracts; and minutes
of meetings; confirmations and other written representations by knowledgeable people; information
obtained by the auditor from inquiry, observation, inspection, and physical examination; and other
information developed by, or available to, the auditor which permits him or her to reach
conclusions through valid reasoning.
18. In certain environments, some of the accounting data and corroborating evidential matter are
available only in electronic form. Source documents such as purchase orders, bills of lading,
invoices, and checks are replaced with electronic messages. For example, entities may use
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Electronic Data Interchange (EDI) or image processing systems. In EDI, the entity and its
customers or suppliers use communication links to transact business electronically. Purchase,
shipping, billing, cash receipt, and cash disbursement transactions are often consummated entirely
by the exchange of electronic messages between the parties. In image processing systems,
documents are scanned and converted into electronic images to facilitate storage and reference,
and the source documents may not be retained after conversion. Certain electronic evidence may
exist at a certain point in time. However, such evidence may not be retrievable after a specified
period of time if files are changed and if backup files do not exist. Therefore, the auditor should
consider the time during which information exists or is available in determining the nature, timing,
and extent of his or her substantive tests.
17. 19. The auditor tests underlying accounting data by analysis and review, by retracing the
procedural steps followed in the accounting process and in developing the work sheets and
allocations involved, by recalculation, and by reconciling related types and applications of the same
information. In a soundly conceived and carefully maintained system of accounting records, there
is internal consistency is discoverable through such procedures that constitutes persuasive
evidence that the financial statements do present financial position, results of operations, and cash
flows in conformity with generally accepted accounting principles.
18. 20. The pertinent documentary material accounting data and corroborating evidential matter
to support entries in the accounts and assertions in the financial statements ordinarily is on hand
in are available from the company's entity's files and available accessible to the auditor for
examination at certain points or periods in time. Both within the company's entity's organization
and outside it are knowledgeable people to whom the auditor can direct inquiries. Assets having
physical existence are available to the auditor for his or her inspection. Activities of company the
entity's personnel can be observed. Based on certain conditions or circumstances as he observes
them observed by the auditor, for example, a low assessed level of control risk, he- the auditor can
reason to conclusions with respect to the validity of various assertions in the financial statements.

COMPETENCE OF EVIDENTIAL MATTER
19. 2 1 . To be competent, evidence must be both valid and relevant. The validity of evidential
matter is so dependent on the circumstances under which it is obtained that generalizations about
the reliability of various types kinds of evidence are subject to important exceptions. If the
possibility of important exceptions is recognized, however, the following presumptions, which are
not mutually exclusive, about the validity of evidential matter in auditing have some usefulness.
a.

When evidential matter can be obtained from independent sources outside an entity, it
provides greater assurance of reliability for the purposes of an independent audit than
that secured solely within the entity.

b.

The more effective the internal control structure, the more assurance it provides about
the reliability of the accounting data and financial statements.

c.

The independent auditor's direct personal knowledge, obtained through physical
examination, observation, computation, and inspection, is more persuasive than
information obtained indirectly.
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SUFFICIENCY OF EVIDENTIAL MATTER
20. 22. The independent auditor's objective is to obtain sufficient competent evidential matter
to provide him or her with a reasonable basis for forming an opinion. The amount and kinds of
evidential matter required to support an informed opinion are matters for the auditor to determine
in the exercise of his or her professional judgment after a careful study of the circumstances in the
particular case. In the great majority of cases, the auditor finds it necessary to rely on evidence
that is persuasive rather than convincing. Both the individual assertions in financial statements and
the overall proposition that the financial statements as a whole present financial position, results
of operations, and cash flows in conformity with generally accepted accounting principles, are of
such a nature that even an experienced auditor is seldom convinced beyond all doubt with respect
to all aspects of the statements being audited.
24. 23. An auditor typically works within economic limits; his the auditor's opinion, to be
economically useful, must be formed within a reasonable length of time and at reasonable cost.
The auditor must decide, again exercising professional judgment, whether the evidential matter
available to him or her within the limits of time and cost is sufficient to justify expression of an
opinion.
22. 24. As a guiding rule, there should be a rational relationship between the cost of obtaining
evidence and the usefulness of the information obtained. The matter of difficulty and expense
involved in testing a particular item is not in itself a valid basis for omitting the test.

EVALUATION OF EVIDENTIAL MATTER
23. 25. In evaluating evidential matter, the auditor considers whether specific audit objectives
have been achieved. The independent auditor should be thorough in his or her search for evidential
matter and unbiased in its evaluation. In designing audit procedures to obtain competent evidential
matter, he or she should recognize the possibility that the financial statements may not be
presented in conformity with generally accepted accounting principles. In developing his or her
opinion, the auditor should give consideration to relevant evidential matter regardless of whether
it appears to corroborate or to contradict the assertions in the financial statements. To the extent
the auditor remains in substantial doubt about any assertion of material significance, he or she
must refrain from forming an opinion until he or she has obtained sufficient competent evidential
matter to remove such substantial doubt, or he the auditor must express a qualified opinion or a
disclaimer of opinion.
26. This amendment is effective for engagements beginning on or after January 1 , 1997. Earlier
application is encouraged.
[The Appendix will not change, except for the change to the paragraph
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number.]

